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Fiscal policy, as one of the policy tools in macroeconomics, become the important choice of
government which help to promote economic development and smooth economic fluctuation.
However, in academic circles, there is not a specific conclusion about fiscal deficits is promoting
economic growth or restraining economic growth. Although many experts have been opposing
deficits, deficit fiscal policy has took a lot of countries on the road of fast development in practice.
After the reform and opening up, china accepted the view of deficit fiscal policy. Implement a
proactive fiscal policy if the economy weakened. In the past 30 years, the average economy growth
rate of our nation exceeds 9.8%.
By reading literature reviews, i found that economists have different conclusions because they
study this issue based on different conditions. If economies have different nature, different stages of
development, or different time, the fiscal deficits has different effect on economic growth. So this
paper gives a empirical study on Chinese economy based on the provincial panel data of 1998-2013
to explore the relationship between them.
First, this paper reviews the changes in fiscal policy since the reform and opening up. And
points out why fiscal deficits have been increasing in recent years. That is fiscal decentralization,
institutional factors, and financial competition. Secondly, this paper gives the data of deficits from
29 provinces. Thirdly, the empirical study subject is divided into three parts: east, middle, west. The
conclusion is the effectiveness of fiscal deficits on economic growth in the middle and west is far
greater than in the east. Combined with the fact of the imbalance of regional development, we can
infer that the effectiveness is lower in the area of developed commercial economy and high degree
of marketization, even restraining growth.
This paper further explores the mechanism of fiscal deficits affect economic growth: aggregate
demand, public investment, private investment, and consumption. Similarly, the effectiveness of
deficits on private investment and consumption is still a controversial issue. So this paper gives an
empirical study to exploring the relationship between deficits and private investment (consumption)
based on the provincial panel data of 2003-2013 (1998-2013). The conclusion is the relationship
expressed different features with the different regional characteristics.
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